Editor's Note… Does China need more Expensive Burgers?
In recent weeks, a McDonald's Big Mac hamburger has been selling for 14.5 Yuan in Beijing and Shenzhen, China 1 . The Yuan based price for Big Macs translates to USD 2.18 at current market exchange rates. Surprisingly, the same burger averaged $3.71 in the United States, suggesting that a Yuan should be really valued at USD 0.26 in the currency market. The current rate for one Chinese Yuan is USD 0.15 or 40% less than its PPP equivalent fair value. In other words, the Chinese Yuan is currently undervalued per the rules of burger economics.
In addition to providing cheap lunch, a weak Yuan certainly seems to be helping exporters and politicians in China. According to a recent IMF report, the Chinese economy has averaged a real growth of over 9% in recent past, sometimes over 13% in bullish years. Such performance compares favorably to the 7-8% annual economic growth rate of some "Asian Tiger" rivals such as Korea, Singapore and Taiwan Province of China.
A weak Yuan also seems to be helping the Chinese tourism and hospitality business. Considering such promising economic trends in recent years, does China really need to adjust its currency value to provide more expensive burgers? Rival world economies in other G20 nations may answer this conundrum with a resounding yes. However, it is quite evident that economists in China will think otherwise.
